IN THE IOWA DISTRICT COURT FOR POLK COUNTY

IOWA ASSOCIATION OF SCHOOL

BOARDS,
Case No. CV 5557
Petitioner, :
RULING ON PETITION FOR .
v. JUDICIAL REVIEW ¢ &

IOWA STATE DEPARTMENT OF
EDUCATION and THE IOWA
AUDITOR OF STATE,

Respondents

The above captioned matter came before the Court on June 16, 2005, on the
Petitioner’s Petition for Judicial Review. The Petitioner, lowa Association of School
Boards (hereinafter “IASB™), was represented at the hearing by attorney, Dennis W.
Johnson. The Respondents, lowa State Department of Education (hereinafter
“Department of Education”) and lowa Auditor of State (hereinafter “Auditor of State),
was represented by attorney, Christie Scase. After hearing the arguments of counsel and
reviewing the court file, including the briefs filed by both parties and the Certified
Administrative Record, this Court now enters the following ruling:

STATEMENT OF FACTS

Iﬁ January 2005, the IASB filed a Petition for Declaratory Order xlzvith the lowa
Auditor of State. The IASB filed a substantially similar brief with the Jowa Department
of Education. Both Petitions socught a declaratory ruling that lowa school districts may
use funds from the district management levy to pay the management fee to participate in

the Iowa Joint Utilities Management Program, Inc. (hereinafter “ITUMP”).




ITUMP established a Fuel Risk Management Program to protect Iowa school
districts from the risks of rising fuel prices. Public schoo! districts in lowa own
approximately 4,500 school busses which travel over 43 million miles a year and
consume nearly 6 million gallons of fuel per year. School districts face major travel
expenses with rising fuel costs. The impact of rising fuel costs on a school’s budget can
be dramatic. Under the Fuel Risk Management Program each participating school enters
into a Participant Agreement. The Agreement last for a period of 12 months and can
automatically be renewed for an additional 12 months unless it is terminated by either
party. Under the terms of this Agreement, a school district agrees to pay IJUMP an
annual fee which is determined on the basis of a set price per gallon and the number of
gallons of fuel for which the school district wants protection from price increases. A
school district cannot get price protection for more than 95% of the school district’s
historic usage.

Under the Agreement, IJUMP agrees to act as the school district’s contracting
agent for the purchase and delivery of fuel for the year enabling the school district to
purchase fuel throughout the year at the guaranteed annual price established by IJUMP
on January 31 of the following year. IJUMP also guarantees to roil over to the next year
any surplus in the school district’s account. In the alternative, the school district may
receive a dividend payment based on the number of gallons of fuel purchased during the
year minus program administration costs.

If fuel prices increase and the risk management fee is insufficient to cover the

difference between the guaranteed fuel cost and the actual fuel costs, IJUMP will bill the



school district for the short fall or raise the risk management fee during the following
year to cover increased fuel and program costs.

The Fuel Risk Management Program is designed to provide school districts with
insurance against sudden, unforeseen iﬁcreases in fuel prices which can be substantial
and can have serious adverse consequences on the operation of a school district during
the school year.

After reviewing the appropriate statute sections and the definitiorr of an insurance
agreement on March 4, 2005, the Iowa Auditor of State concluded that no risk is assumed
by JUMP and the only advantage to a participating district is similar to a budget billing
plan resulting from the certainty of the price of fuel being set for a 12 month period. The
Iowa Auditor of State determined that the increases are still eventually absorbed solely by
the district. The Iowa Auditor of State declined to interpret the term “insurance
agreements™ in section 298.4 as including the Fuel Risk Management Program. In short,
the lowa Auditor of State concluded that the risk management fee associated with the
ITUMP Fuel Risk Management Program does not represented the cost of an insurance
agreement and thus a school district may not fund any part of its participation from the
school district’s management levy funds.

On March 4, 2005, the Department of Education issued a similar ruling in which
it assessed the applicable statute sections, contemplated the definition of insurance and
concluded that the Fuel Risk Management Program risk management fee does not
represent the cost of an insurance agreement and a school district may not fund any part

of its participation from the district’s management levy funds.



After receiving these. declaratory orders, the IASB filed this Petition for Judicial
Review on March 16, 2005. The IASB argues that because the Fuel Risk Management
Program enables the school districf to purchase fuel throughout the year at the guaranteed
annual price established by I[JUMP on January 31 for the following fiscal year, IJTUMP
assumes the risk and pays the cost of any increase in fuel prices above the guaranteed
annual price during the fiscal year. The IASB also maintains that the risk management
fee can be included in “costs of insurance agreements under section 296.7” in Iowa Code
§ 298 .4 and therefore, school districts can levy on taxable property in a school district for
a district management levy. Moreover, the IASB claims that the Declaratory Orders
issued by the Department of Education and Auditor of State were based upon erroneous
interpretation of law which neither the Department of Education nor the Auditor of State
have authority to interpret.

In its Petition for Judicial Review, the JASB requested this Court reverse the
decisions of the Department of Education and Auditor of State and enter a judgment
declaring that participation by the school district members of the IASB in IJUMP Fuel
Risk Management Program is authorized pursuant to Iowa Code §§ 298.4 and 296.7(1)
and that payment of the risk management fee of the IJTUMP Fuel Risk Management
Program is an expense a school district can levy on taxable property in a district. Thé
Department of Education and Auditor of State filed a response to the Petition for Judicial
Review and both parties filed briefs.

STATEMENT OF LAW

On judicial review of an agency action, the District Court functions in an

appellate capacity. Greater Communiry Hospital v. Public Employment Relations Board,



553 N.W.2d 869, 871 (Towa 1996). Judicial review of a final agency action is governed
by application of standards set out in lowa Code § 17A.19. The District Court’s review is
limited to corrections of errors of law and is not de novo. Second Injury Fund v. Klebs,
539 N.W.2d 178, 180 (Iowa 1995). |

“The Court may affirm the agency action or remand to the agency for further
proceedings.” Jowa Code § 17A.19(10). “The Cowrt shall reverse, modify, or grant other
appropriate relief from agency action, equitable or legal and including declaratory relief,
if it determines that substantial rights of the person seeking judicial relief have been
prejudiced” for any of the fourteen grounds listed under lowa Code 17A.19(10).

Specifically, the Court may reverse, modify or grant appropriate relief, when the
agency determination of fact clearly vested in the discretion of the agency is not
supported by substantial evidence in the record. lowa Code § 17A.19(10)(f). The Court
must view the record as a whole when determining whether the agency’s finding is based
on substantial evidence. Towa Code § 17A.19(10)(f). In viewing the record as a whole,
the Court must consider any determination of veracity made by the agency fact finder,
who personally observed the demeanor of the witnesses, and the agency’s explanation of
why the relevant evidence in the record supports its material findings of fact. lowa Code
§ 17A.19(10XH(3). In deciding whether substantial evidence exits, the Court must
consider the “quantity and quality of evidence that would be deemed sufficient by a
neutral, detached, and reasonable person, to establish the fact at issue when the
consequences resulting from the establishment of that fact are understood to be serious
and of great importance.” Towa Code § 17A.19(10)(f)(1). The substantial evidence

standard only applies to factual findings. lowa Code § 17A.19(10)(f).



Where the evidence is in conflict or where reasonable minds might disagree about
the conclusion to be drawn from the evidence, the Court must give appropriate deference
to the agency’s findings. Freeland v. Emp. Appeal Bd, 492 N.W.2d 193, 197 (lowa
1992). “The ultimate question is not whether the evidence supports a different finding,
but whether the evidence supports the findings actually made.” Munson v. lowa Dep't of
Transp., 513 N.W.2d 722, 723 (Iowa 1994). The possibility of drawing two inconsistent
conclusions from the evidence does not mean the agency’s decision is riot supported by
substantial evidence. Robbennolt v. Snap-On Tools Corp., 555 N.W.2d 229, 233 (Towa
1996).

Moreover, the Court shall reverse, modify or grant appropriate relief, if it
determines based upon the record as a whole the agency applied or interpreted a
provision of the law irrationally, illogically or wholly unjustifiably. lowa Code §
17A.19(10)(1) & (m). The Court shall also reverse, modify or grant appropriate relief, if
the agency action is “based upon an erroneous interpretation of a provision of law whose
interpretation has not clearly been vested by a provision of law in the discretion of the
agency.” lowa Code 17A.19(10)(c). If there is nothing in the Iowa Code showing the
legislature delegated any special powers to the agency regarding the statutory
interpretation of the area of law in question, the court “need not give the agency any
deference regarding” the interpretation of the statute in question. Iowa Code §
17A.19(10)(c); See, Mycogen Seeds v. Sands, 668 N.W.2d 457, 464 (Iowa 2004).
However, in areas of the agency’s expertise an agency’s determination of a question of
law is given careful consideration. /d On the contrary, “the final interpretation and

construction of pertinent statutes” is reserved for the reviewing courl. Brown v. Star






























